
Classic Values, Innovative Advice

JanuatT30,2013

VIA ELECTRONIC MAIL

Bom’d of Administration
City of San Jos~ Police and Fire Department Retirement Plan
1737 North 1’~t Street, Suite 580
San Jose, California 95112

Re: 5-Year’ Budget Projections fro’ Police & Fit’e

Dear Members of the Board:

The purpose of this letter is to provide estimated fi~ture contributions expected to be required
of the City of San Jos6 to the City of San Jos~ Police & Fire Department Retirement Plan
(Pension Plan) and the Police & Fire Department Postemployment Healtbeare Plan (OPEB
Plan) for the next five years. The table below sununarizes our estimated contributions
assuming City contributions are made throughout the fiscal year.

City of San Jos~ Police & Fi~e Depaltment Plans
Projected City Contributions

(Dollar Amounts in millions)

Pension OPEB Total

FYE Pay=~ll Amount Rate Amount Rate Amount Rate

2014 $ 188.0 $ 132.6 70.55% $ 17.7 9.42% $ 150.3 79.97%

2015 194.5 147.0 75.57% 20.2 10.36% 167.2 85.93%

2016 201.3 150.4 74.67% 21.9 10.87% 172.2 85.54%

2017 208.4 156.5 75.10% 22.9 11.00% 179.4 86.10%

2018 215.7 166.7 77,31% 23.7 11.00% 190.5 88.31%

Please note that the City has negotiated agreements with its labor unions regarding the OPEB
plan funding policy, including a provision that if the City or member rates exceed 11% and
10% of payroll respectively, the parties are to meet and confer ou how to address any
contfibntions above those two percentages. The rates for both Police and Fire are projected to
reach this level in the 5-year projection period. For the purposes of these projections, we
have shown a maximum City contribution rate of 11% of payroll.

Additionally, please note that these projections are based on the June 30, 2012 actuarial
valuations for the pension and OPEB plans, and assume that all assumptions were exactly
~net since June 30, 2012 and are exactly met each and every year into the future. In addition,
the projections assume that the active population headcount remains level and the plan
provisions remain unchanged. In reality, experience will deviate fi’om the assumptions with
the expectation that overall favorable deviations will be offset by unfavorable deviations over
time. The pension contribution rates and amounts shown in the tables ate prior to adjustment
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for the offset in city contribution rates and mnounts due to the charge to the Supplemental
Retiree Benefit Reserve (SRBR). No changes to the SRBR provisions are reflected. Finally,
we have not adjusted the projections for any events, transactions or experience, including
investment experience, after June 30, 2012. Iftlle Board or the City is aware of any
eiretunstance that would make this assumption questionable, we would waut to obtain such
information and make any appropriate adjustments to these projections. Please refer to the
valuation reports for a description of the plan provisions, a sunmlary of the data, a summary
of the methods and assumptions used in each of the valuations, and additional disclosures
that also apply to the projections reported in this letter.

Since contributions are made separately for Police and Fire members, the tables below
provide flae additional detail that may be needed for these projections.

FYE Payl~ll

2014 $ 116.5
201.5 120.5
2016 124.7
2017 129.1
2018 133.6

City of San Jos~ Police & Fire Depariment Plans
Police Only

(DollarAmounts in ~nillions)

Pension               OPEB
Amonnl Rate Amount Rat.e

81,5 69.99% $ 12.0 10.31% $
90.4 75.01% 13.3 11.00%
92.4 74.11% 13.7 11.00%
96.2 74.54% 14.2 11.00%

102.6 76.75% 14.7 11.00%

Total
Amouat Rate

93.5 80.30%
103.7 86.01%
106.2 85.11%
110.4 85.54%
117.3 87.74%

City of San Jos~ Police & Fi~ Department Plans
Fi~ Only

(Dollar Amounts in millions)

Pension OPEB Total
FYE Payroll Amouat Rate Amount Rate Amount Rate

2014 $ 71.5 $ 51.1 71.47% $ 5.7 7.97% $ 56.8 79.43%
2015 74.0 56.6 76.49% 6.9 9.32% 63.5 85.80%
2016 76.6 57.9 75.59% 8.2 10.66% 66.1 86.25%
2017 79.3 60.3 76.02% 8.7 11.00% 69.0 87.02%
2018 82.1 64.2 78.23% 9.0 11.00% 73.2 89.23%

Also as requested, we have attached 20-year projections of City pension contributions. In
addition, we have also included 20-year projections of City pension contributions assuming
the SRBR is elhninated. Measure B, which voters approved on June 5, 2012, provides for
the eli~rfination of the SRBR, and we understand the City has taken steps to adopt an
ordinance implementing this provision of Measure B. The other tables in this letter assume
the SRBR continues, but since that valuation is used to set contribution rates for the Fiscal
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Year Ending Jtme 30, 2014, we have also calculated the projected contribution rates
assuming the SRBR is eliminated.

Finally, the tables below provide separate projections of the fidl contribution rates for the
OPEB plan separated between Police and Fire and separated between the explicit medical
subsidy and the dental subsidy. The full contribution rates disregard the phase-in fi’om flae
prior fimding policy as well as bofl~ the annual increase and ultimate rate caps. Since
contributions have beea split in diftbrent proportions, and it is not clear how the collective
bargaining agreement would be modified to address contributions in excess of the eun’ent
caps, the tables below show the combined employee and City amounts and rates.

FYag Pa~,~vli

2014 $ 116.5
2015 120.5
2016 124.7
2017 129.1
2018 133.6

City of San Jos~ Police & Fire Department Plans
Police Only

(Dollm’Anmunts in millions)

Explicit Medical          Dental Total

Amonnt Rate Amount Rate Amount Rate

$ 28.3 24.29% $ 2,8 2.40% $ 31.1 26.69%

30.0 24.88% 3.0 2.46% 33.0 27.34%

31.5 25.28% 3.1 2.52% 34.7 27.80%

33.2 25.69% 3.3 2.55% 36.5 28.24%

35.0 26.19% 3.5 2.59% 38.5 28.78%

City of San Jos~ Police & Fi~ Department Plans
Fi~e Only

(Dollar An~unts in millions)

Explicit Medical Dental Total

FYE Pay~vll Amount Rate Amonnt Rate Amount Rate

2014 $ 71.5 $ 16.0 22.41% $ 1.7 2.32% $ 17.7 24.73%

2015 74.0 17.1 23.09% 1.8 2.40% 18.9 25.48%

2016 76.6 18.1 23.62% 1.9 2.47% 20.0 26.09%

2017 79.3 19.1 24.06% 2.0 2.53% 21.1 26.59%

2018 82.1 20.0 24.41% 2.1 2.59% 22.1 26.99%

We hereby certify that, to the best of our knowledge, this letter and its contents have been
prepared in accordance with generally recognized and accepted actuarial principles and
practices which are consistent wifl~ the Code of Professional Conduct and applicable
Actuarial Standards of Practice set out by the Actuarial Standards Board. Furthermore, as
credentialed actuaries, we meet the Qualification Standards of the American Academy of
Actum’ies to render the opinion contained in this letter. This letter does not address any
contractual or legal issues. We are not attorneys and our firna does not provide may legal
services or advice.
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This letter was prepared exclusively for the Board of Adlninistration and the City of San Jos6
for the purpose described herein. Tiffs letter is not intended to benefit any third party, and
Cheiron assumes no duty or liability to any such party.

If you have any questions or need any additional infomaation, please let us loaow.

Shacerely,
Cheiron

William R. Hallmark, ASA, FCA, EA, MAAA
Consulthag Actuary

Michael W. Schiorming, FSA, MAAA
Principal Consulting Actual3"

CC: Donna Busse
Gene Kalwarsld
Joshua Davis
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